REPORT OF THE AUDITOR-GENERAL TO THE LIMPOPO PROVINCAL 
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PERFORfvlANCE INFORMATION OF THE BLOUBERG MUNICIPALITY FOR THF 
Y&AR ENDED 39 JUNE 2G03 


REPORT OM THE FINANCIAL STATEMENTS 
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1 . 1 v;as engaged to audit the accompanying financial statements of the Blouberg 
Municipality whi-ch comprise the statement of financial position 30 June 2009, 
and the statement of financial performance, the statement of changes in net 
Enssels and the cash flow statement for the year then ended, and a summary of 
significant accounting policies and other explanatory notes, as set out on pages 
[xx] to [xxl. 

The accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of 
these financial statements in accordance with the basis of accounting 
determined by the National Treasury, as set out in accounting policy note 1 ,1 to 
the financial statements and in the manner required by the Local Government: 
Municipal Finance Management Act, 2003 (Act No. 56 of 2003) (MFMA) and for 
such internal control as the accounting officer determines is necessary to enable 
the preparation of financial statements that are free from material misstatement, 
whether due to fraud or error. 

The Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of the Republic of South Africa, 
1996 read with section 4 of the Public Audit Act, 2004 (Act No. 25 of 2004) 
(PAA) and section 126(3) of the MFMA, my responsibility is to express an 
opinion on the financial statements based on conducting the audit in accordance 
with the International Standards on Auditing and General Notice 616 of 2008, 
issued in Government Gazette No. 31057 of 15 May 2008. Because of the 
matters described in the Basis for disclaimer of opinion paragraphs, however, I 
was not able to obtain sufficient appropriate audit evidence to provide a basis for 
an audit opinion. 

4 Paragraph 1 1 et seq. of the Statement of Generally Recognised Accounting 
Practice. GRAF’ 1 Presentation of Financial Statements requires that financial 
reporting, by entities shall provide information on whether resources were 
obtained and used in accordance with the legally adopted budget. As the budget 
reporting standard is not effective for this financial year, I have determined that 
my audit of any disclosures made by the Blouberg Municipality in this respect will 
be limited to reporting on non-compliance with this disclosure requirement. 

Basis for disclaimier of opinion 


Corresponding figures 

5 In rny previous audit report dated 30 November 2008 I was unable to express am 
audit opinion on the financial statements of the municipality for the year ended 30 
June 2008. The qualification matters have not been resolved while no alternative 



procedures were possible and my audit report is disclaimed regarding the 
corresponding fgures es discussed hsreundtr: 

• Trade and other payables - R18,2 million 

• Unspent conditional grants and receipts - R4,1 million 

• , Property, Plant and equipment- R126,3 million 

» Consumer Receivables -R9,1 million 

» Other Receivables - R'l.t rniiiion 

•c Cash and cash equivalents - Rd,9 ini'iion 

• Revenue - R77,1 rniiiion 

» Expenditure, excluding employee related cost - R23,9 million 

• Cash Flow statement: Purchase of property, plant and equipment - R24,3 
million. 

Cash and cash equivalents 

6. Sufficient appropriate audit evidence could not be provided for the teoonciling 
items amounting to R15.1 million on the bank reconciliations at year-end. 
Consequently, I was unable to conclude on what impact, if any, the reconciling 
items should have on the accounts of the municipality. Alternative procedures 
were considered but the municipality's records did not permit it. 

7. Differences of R896 293 and R6.1 million have been identified betv-'een hwo 
bank reconciliations amounting to R9.1 (bank overdraft) and R571 580 and the 
bank balances on the face of the statement of financial position amounting to 
R14.9 (bank overdraft) and R2 million respectively. 

Payables 

8. I was unable to determine the correctness of leave provision' amounting to R2.7 
million as a detailed leave report v/as not provided for audit purposes. Alternative 
procedures could not be performed. 

9. A reconciliation to substantiate suspense account transactions (unallocated 
direct bank deposits) amounting to R9,2 million could not be provided. 
Consequently I could not conclude whether the transactions do exist, that the 
municipality has an obligation to them and that the amounts reflected are 
accurate. Alternative procedures were considered but the municipality’s records 
did not permit it. 

Property, plant and equipment (PPE) 

10 Included in operating expenditure: repairs and maintenance is capital 
expenditure to the amount of R740 014. Expenditure is overstated by R740 104 
and PPE is understated by the same amount. 

1 1 . Appropriate audit evidence for a journal transaction amounting to R860 343 
could not be provided. Alternative procedures were considered but the 
municipality’s records did not permit it. 

12. The existence and completeness of PPE could not be verified due to the 
following: 

• assets in the fixed asset register were bundled together resulting in individual 
components not being adequately described, inter alia serial numbers, make 
model etc. were we were not able to determine whether assets amounting to 
R54.3 million exists 




) 


« a number of assets could net be traced from the ficx;r to the asset register 

• a dtjtaileu Itsiiny ui oii the pfopouy cv-CtCj oy tr.e r* rur. ii-ipu.ily ',vere ftct 
provided 

• a deed search performed confirmed 46 properties own by tiie miunicipaiity. 
The properties listed on the deed search could not ta confirmed to the fixed 
asset register and financial statements 
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not c:ll rjysd osscis were btr-cc<’ed or itava a 
to them. 
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Receivables 

13. A reconciliation to substantiate suspense account transactions amounting to 
R2.1 million could not be provided. Consequently I couid not conclude v^hether 
the transactions do exist, that the municipality has rights to them and that the 
amounts reflected are accurate. Alternative procedures were considered but the 
municipality’s records did not permit it. 

Revenue 

14. Service charges as disclosed in note 12 to the financial statements include 
revenue amounting to R1 062 032, accrued by the municipality for the provision 
of water services on behalf of Capricorn District Municipality. This has been 
incorrectly accounted for by the municipality as their own revenue, and 
consequently service charges are overstated by this amount. The municipality’s 
records did not permit the application of alternate audit procedures to determine 
the misstatement in consumer debtors, trade and other receivables (on account 
of output VAT) and the accumulated surplus. Further, I am unable to determine 
the impact on the prior year’s accumulated surplus. 

1 5. Appropriate audit evidence could not be provided for a revenue transaction 
(donation) amounting to R1 .1 million. Consequently I could not conclude whether 
the transactions did occur, do affect the municipality and at what amounts they 
should be recorded. Alternative procedures were considered but the 
municipality’s records did not permit it. 

Presentation and disclosure 

16. The ageing of accounts receivable balances amounting to R3,8 million are not 
disclosed as prescribed by International Accounting Standard 39 (Financial 
Instruments; Recognition and Measurement). 

17. Comparative amounts for property rates and valuations have not been disclosed 
in note 1 1 to the financial statements. 

Disclaimer of opinion 

18. Because of the significance of the matters described in the Basis for disclaimer 
of opinion paragraphs, I have been unable to obtain sufficient appropriate audit 
evidence to provide a basis for an audit opinion. Accordingly, I do not express an 
opinion on the financial statements. 

Emphasis of matter 

Unauthorised expenditure 

19. As disclosed in note 23 to the financial statements, unauthorised expenditure to 
the amount of R735 31 8 was incurred, as the budget was exceeded. 


Without qualifying my audit opinion, ! drav/ attention to the following matters that 
relate to my respcnsibilitiss in the audit of the financial otatements; 

Unaudited supplementary schodufes 

20. The cupFlernentcry i.'fi.-rra'^-tiC'ii lot u’lt on f.'-'nl to [x:<] does not fonn poit of 
ti'is iin'-5P' is' a., i i? j. I scr.'csi 's ’vlr,t;oii,-’i iiuorinotiOfi. I riave f^ot 

audited these schedules arsu accoi Jingly I do not express an opif.icn thereon. 


Non-cornplisnco with applicable legislation 

Local Government; Municipal Finance Management Act, 2003 (Act no. 53 of 

2003)(iVlFMA) 

21. Section 17(1) of the MFMA requires ttta municipality to prepare an annua! budget 
setting out realistic anticipated revenue for the budget year from each revenue 
source. 

The municipality budgeted for a VAT refund amounting to R2 751 837 in the 
income budget. Although this will create cash flow during the year, this is not 
considered part the municipality’s revenue stream. 

Local Government: Municipal Systems Act, 2000 (Act no. 32 of 2000) (MSA) 

22. Councilors did not declare their interest, as required by the Municipal Systems 
Act. 2000 (Act No. 32 of 2000) (schedule (1), section (5) - disclosure of interest). 

Governance framework 

23. The governance principles that impact the auditor’s opinion on the financial 
statements are related to the responsibilities and practices exercised by ttie 
accounting officer and executive management and are reflected in the internal 
control deficiencies and key governance responsibilities addressed below; 


Internal control deficiencies 

24. Section 62(1)(c)(i) of the MFMA states that the accounting officer must ensure 
that the rnunicipaiity has and maintains effective, efficient and transparent 
systems of finaincial and risk management and internal control. The table below 
depicts the root causes that gave rise to the deficiencies in the system of internal 
control, which led to the disclaimer of opinion. The root causes are categorised 
according to the five components of an effective system of internal control. (The 
number listed per component can be follovred with the legend belov/ the table.) 

In some instances deficiencies exist in more than one internal control 
component. 





25. The c -nersl financial manafiement functions is the responsibility of the 

acL-oUi.iliij by ni:.ncg^,'Ticnt V. m£.nrging and co crdif.aEi'ig 

the financial adminiEtration of the municipality and exercising financial 
rriana.gcn'cnt respcncibiiitfes within fiieir respective areas of responsibility. 
Reasonable steps ware not taken to ensure that the municipality has and 
maintains effective, efficient and transparent systems of financial and risk 
manag ement and ir.lernal control over the whole spectmcn of municiprjt 
acti'/iiio fiiis ^T.poc' ' ' . .'jf'.li'.oly on ail fiv.:- roct carsoes in the tabio belovr. 
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The organisational st.'ucture doss not oddiess areas of responsibility and lines of reportirvg to support 
effective control over financial reportiiig. 

1 

Management snd staff are not assigned appropriate levels of authority and responsibility to facilitate 
control over finarcial refioning. 

2 

Human resource policies do not facilitate effective recruitment and training, disciplining and supervision 
of personnel. 

3 

Integrity and othica! values have not been developed and are not understood to set the standard for 
financial reporting. 

4 

The accounting officer/accounting authority does not exercise oversight responsibility over financial 
reporting and Internal control. 

5 

Management's philosophy and operating style do not promote effective control over financial reporting. 

6 

The entity does not have Individuals competent in financial reporting and related matters. 

7 



Management has not specified financial reporting objectives to enable the identification of risks to 
reliable financial reporting. 

1 

The entity does not identify risks to the achievement of financial reporting objectives. 

2 

The entity does not analyse the likelihood and impact of the risks identified. 

3 

The entity does not determine a risk strategy/actlon plan to manage identified risks. 

4 

The potential for material mlsstatsment due to fraud is not considered. 

5 

; 'Ti’. .f ■■ ' • 


There is inadequate segregation of duties to prevent fraudulent data and asset misappropriation. 

1 

Genera! information technology controls have not been designed to maintain the Integrity of the 
information system and the security of the data. 

2 

Manual or automated controls are not designed to ensure that the transactions have occurred, are 
authorised, and are completely and accurately processed. 

3 

Actions are not taken to address risks to ttie achievement of financial reporting objectives. 

4 

Control activities are not selected and developed to mitigate risks over financial reporting. 

5 

Policies and procedures related to financial reporting are not established and communicated. 

6 

Realistic targets are not set for financial performance measures, which are in turn not linked to an 

7 

effective reward system. 
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Pertinent information Is not Identified and captured in a form and time frame to support financial 
reporting. 

1 

Information required to implement internal control is not available to personnel to enable internal control 
respon.sibilities. 

2 

Communications do not enable and support the understanding and execution of internal control 
processes and responsibilities by personnel. 

3 



Ongoing monitoring and supervision are not undertaken to enable an assessment of the effectiveness of 
internal control over financial reporting. 

1 

Neither reviews bv internal audit or the audit committee nor self-assessments are evident. 

2 

Internal control deficiencies are not identified and communicated in a timely manner to allow for 
corrective action to be taken. 

3 


Key governance responsibilities 

26. The MFMA tasks the accounting officer vrith a number of responsibilities 

concerning financial and risk management and internal control. Fundamental to 



schieving this is the impierr.entetion of Key governance responsibhities, which 1 
have assessed as loilows; 


wn. ] Matter _ 

Clear trail of supporting docutnentat'on that is easily available and provided In a timely 


N 

manner 




1, 1 

1 

to -ionificant diflc 'lties -.-re experienced dudi'g the audit concerning delays or tne 
-iVpilrihilitv of iO'-;ue5l€’d .►'iform-j'iOil, _ _ — T' 
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Quality of financial statements and related rr.anasement Intorsnaiion 



2. 

The financial statements were not subject to any material amendments resulting from 


y/ 

3. 

rha erinual rep<drl was sobmitf s-ci for consideration prior to the tabling of the auditors 
rnoort “ 



TImell 

ness of financial sfetemenfs and management Information 



4. 

The annual financial statements were submitted for auditing as per the legislated 

deadlines (section 126 of the MFMA). - 

■/ 


Avalla 

bility of key officials during audit 


T 

iTou nffiolals wore available throuahout the audit process. 

1 

Development and compliance with risk management, effective Internal control and 
governance practices 


6 

Audit committee 





• The municipality had an audit committee in operation throughout the financial year. 

■/ 



. The audit committee operates in accordance with approved, written terms of 
r€^ferenca. - — - — 




. The audit committee substantially fulfilled Its responsibilities for the year, as set out 
in section 166(21 of fine MFMA. 

— 

>/ 

7. 

Internal audit — 




» The municipality had an internal audit function in operation throughout the financial 
year. — — 




» Thfi internal audit function operates in terms of an approved internal auait pian. 





. The internal audit function substantially fulfilled Its responsibilities for the year, as 
set out in section 165(21 of the MFMA. 

_ 


8. 

There are no significant deficiencies in the design and implementation of internal 
control In respect of financial and risk management 


Y 

9. 

There are no significant deficiencies in the design and implementation of internal 
rnmm! in resnect of comoliance vvith applicable laws and regulations. 



to. 

The information systems were appropriate to facilitate the preparation of the financial 
Kfaterpents. . - — 


Y 

11. 

A risk assessment was conducted on a regular basis and a risk management stratagy, 
which includes a fraud prevention plan, is documented and used as set out m section 
62(1 KcKil of the MFMA. — — 


Y 

12. 

Folio 

Deleaations of responsibility are in place, as sei om in &gci.ioii la m me ivn iyk--. 

w-up of audit findings 

✓ 1 

r 13 I The prior vear audit rmdinqs nave ceen suDsianuduy 

Issues relating to the reporting of performance information 



IdT 

The information systems were appropriate to facilitate the preparation ot a pertormance 
rpnnrt that is accurate and complete. 



15. 

" Adequate control processes and procedures are designed and implemented to ensure 
twa acenraev and comnleteness of reported performance information. 



16. 

A strategic plan was prepared end approved for ti le finanoal year und,.r re . i- 
purposes of monitoring the performance in relation to tha budget and delivery by tfie 
Blouberg Municipality against its mandate, predetermined objectives, outputs, 

y/ 



! indicators ana larqexs ivm 



_ Matter 

"TT” 

1/. 

1 it^r j a ii-i iUA- -j jcriient ^ystom and bonuses 

ars only paid after proper assessment and approval by those charged wiia 
governance. 

1 

) 
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27. A consultant was appointed to prepare the financial statements as the CFO did 

not have the necessar/ capacity. The financial statements v^/ere subjected to 
rnateri'-l arnondmenfs resulting from the audit. In addition, soma changes v/ere 
no; .arfootci.' '.olI,e stotcMients. 

28. The appropriote sy3l<r,n leport for leave provision was not generated by the 
applicable department at year-end, limiting my ability to perform pre-deterrnined 
audit procedures. 

29. The turn around tima to respond to our audit findings as well as the quality of the 
responses impacted negatively on our audit. In a number of instances supporting 
documentation was not provided for audit purposes or provided at a very late 
stage of the audit. 

30. The accounting officer and chief financial did not always design and implemented 
internal control in respect of financial and risk management. No risk assessment 
was conducted and implemented for the year under review to mitigate the risk of 
incorrect disclosure of financial information in the financial statements. In 
addition, a nunriber of non-compliance vWth applicable laws and regulations were 
detected during the cause of the audit. 

31. Adequate monitoring and supervision were not always undertaken by the 
accounting officer, chief financial officer, internal audit and audit committee to 
ensure effective internal control over financial reporting, including financial risk 
management as is evident in paragraphs 6 to 17 of this audit report. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

Report on performance information 

32. I was engaged to review the performance information. 


The accounting officer’s responsibility for the performance information 

33. In terms of section 121(3)(c) of the MFMA, the annual repoit of a municipality 
must include the annual performance report of the municipality prepared by the 
municipality in terms of section 46 of the Local Government; Municipal Systems 
Act, 2000 (Act No. 32 of 2000) (MSA). 

The Auditor-General’s responsibility 

34. 1 conducted my engagement in accordance with section 13 of the PAA read with 
General Notice 616 of 2008. issued in Government Gazette No.31057 of 15 May 
2006 and section 45 of the MSA. 

35. in terms of the foregoing my engagement included performing procedures of an 
audit nature to obtain sufficient appropriate evidence about the performance 
information and related systems, processes and procedures. The procedures 
selected depend on the auditor’s judgement. 

36. 1 believe that the evidence I have obtained is sufficient and appropriate to 
provide a basis for the audit findings reported below. 
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Finr.Mngs cn p>>rformanc9 information 
Non-compliance with regularity requirements 
No reporting of performance information 

37. The municipality did not provide me with the annua! performance report in terms 
of sectiori <16 of the WFfM as it v^as not yet finalised and approved at the time of 
the rudit. 


Existence and functioning of a performance auait cornmittes 

38. Although the existing audit committee was utilized as a performance audit 
committee as provided for in regulation 14(2) of the Municipal Planning and 
Performance Management Regulations, 2001, the audit committee charter did 
not explicitly identify performance management and evaluation as an item in 
their, responsibilities. 

39. The audit committee did not: 

• review the Biouberg municipality’s performance management system and 
make recommendations in this regard to the council of the Biouberg 
municipality. 

• submit an auditor's report to the Biouberg council regarding the performance 
management system at least twice during the financial year. 

• the municipality did not develop and implement mechanisms, systems and 
processes for auditing the results of performance measurements as part of 
its internal auditing processes. 

Lack of adoption of a performance management system 

40. The Biouberg municipality did not adopt and implement a proper framework that 
describes and represent how the municipality’s cycle and processes of 
performance planning, monitoring, measurement, review, reporting and 
improvement will be conducted, organised and managed, including determining 
the roles of the different role players, as required in terms of regulation 7 and 8 
of the Municipal Planning and Performance Management Regulations, 2001 . 

No mid-year budget and performance assessment 

41. The accounting officer of the Biouberg municipality did not (by 25 January each 
year) assess the performance of the municipality during the first half of the 
financial year, taking into account the municipality’s service delivery performance 
during the first half of the financial year and the service delivery targets and 
performance indicators set in the service delivery and budget implementation 
plan, as required by section 72 of the MFMA. 

Performance indicators and performance targets 

42. The Biouberg municipality did not make known, both internally and to the general 
public, the key performance indicators and performance targets set by it for 
purposes of its performance management system as required by section 44 of 
the MSA. 

Community Involvement 

43. Appropriate and sufficient evidence that the Biouberg municipality adhered to the 
foi!ov/ing legislative requirements could not be provided; 


« afforded the local conr.munity at least 21 days to comnr;ent on the final draft of 
its inteyrated development plan ucfore it is si-'*''rn dcd .o coi'cc! for ''don'ion, 
as required by regulation 15{3) of the Municipal Planning and Performance 
Managemenit Regulations, 2001, 

. gave notice to the public of the adoption of the IDP \Arithin 14 days by council, 
as required by section 25(4) of the MSA. 

APPHRCIAViOR 

44. The assistance rendered by the staff of the Blouberg Municipaiity ouiing il .e audit 
is sincerely appreciated. 



18 February 2010 



AUOfTOR-OENERAL 

SOUTH AFRICA 


Auditing to build public confidence 


